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Reconstruction of the Yugoslav
Foreign Debt*
The agreement between the FR Yugoslavia and the Paris Club of creditors
reached on November 16 is of historic significance. Yugoslav foreign debt
could be reduced by up to 5 billion USD (from about 11.4 billion USD at the
end of July 2001). Therefore, it might be assumed that: (i) The FRY will make
and implement a new three-year agreement with the IMF; and (ii) The com-
mercial creditors (the London Club and others) will restructure the Yugoslav
debt under similar conditions as agreed to with the Paris Club of creditors. 
The agreement with the Paris Club (and the accompanying agreements, as
well) means that the decrease in Yugoslav foreign debt is greater than the
total debt increase during the period 1991-2001. In other words, Yugoslavia is
given a chance for a fresh start. The simple interest accrued between 1991and
2001 will be written off, as well as a share of the debt made prior to 1991.
FRY 2000 2000 X 2001 X 2001 X 2001 I-X 2001
Basic Economic Indicators 1999 IX 2001 X 2000 I-X 2000
GDP growth, in real 1994 pricesa … 8.4% … … … …
Industrial Production … 10.9% … 10.3% 18.0% -1.4%
Montenegro … 3.7% … 10.3% -10.1% -1.7%
Serbia … 11.4% … 10.3% 20.2% -1.4%
Central Serbia … 12.0% … 6.4% 11.5% -6.1%
Vojvodina … 10.1% … 17.1% 37.7% 9.3%
Average nominal net wage - Serbia in Din.1 2,389 89.5% 6,553 5.5% 124.0% 136.1%
Real net wage - Serbia1 … 5.5% ... 2.6% 37.8% 12.6%
Average net wage - Serbia, in DEM1 93 -11.2% 215 5.5% 119.6% 131.4%
Average net wage - Serbia, in DEM2 ... ... 243 7.4% ... ...
Average gross wage - Serbia, in DEM2 ... ... 349 7.1% ... ...
Unemployment Rate - registered3 28.38% … 29.9% -0.1% 3.4% 4.3%
Montenegro ... … 38.9% -0.7% … …
Serbia 27.45% … 29.2% -0.1% 4.9% 4.9%
Current account, in USD millions4 -1,298 3.2% -456 36.9% … -5.0%
Trade balance, in USD millions -1,989 -10.6% -215 40.5% 77.7% 41.1%
Export - USD million 1,713 15.0% 156 -1.9% 14.1% 6.2%
Montenegro 157 31.1% 5 150.0% -62.6% 3.1%
Serbia 1,411 13.8% 150 -4.5% 21.4% 6.5%
Import - USD million 3,662 12.6% 371 18.9% 43.9% 25.0%
Montenegro 313 -1.0% 21 24.8% -10.7% 35.2%
Serbia 3,035 15.6% 348 18.9% 49.1% 23.4%
Monetary supply (M1), end of period, in DIN billion 29.6 60.7% 56,396.4 7.17% 135.75% 107.27%
Cash 10.3 39.8% 19,066.5 8.08% 133.43% 94.57%
Deposits 19.3 74.9% 37,329.9 6.71% 136.96% 114.80%
Real money supply, end of period, in DM million 1,043 -26.7% 1,842.5 6.90% 140.85% 89.03%
Hard currency reserves, in million USD (end of period) 524 76.2% 1,080 3.0% 200.2% …
Discount rate … … 1.30% 0.00% -35.00% -25.00%
Market interest rate, monthly level 5.84% 37.3% 4.17% -3.47% -38.22% -12.31%
Retail prices – Serbia … 70.0% … 2.6% 65.5% 108.9%
Consumer prices – Serbia … 79.6% … 2.9% 62.5% 109.7%
Producer prices – Serbia … 102.6% … 2.1% 68.6% 105.4%
Average exchange rate –  Din./DEM 25.45 103.2% 30.61 0.2% -6.0% 19.4%
a) Figures refer to FRY without Kosovo
1 Comparable to the average net wage calculated according to the method applied until June 1, 2001. 
2 By the gross wage calculation methodology applied as of June 1, 2001.
3 Figures refer to September 2001.
4 Figures refer to the period January – June 2001.
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Let us have a look at the details of the agreement with the Paris Club of
creditors. (1) In the first phase of the implementation of the Agreement until
the end of March 2002, the payment of the debt is postponed. (2) In the sec-
ond phase, after a three-year agreement with the IMF is made, 51% of the debt
(meaning the current net value) will be written off. (3) After successful
accomplishment of the three-year agreement, another 15% of the debt will be
written off, thus reducing the total debt by 66 %. (4) The total remaining debt
will be reprogrammed with a maturity period of 22 years and a grace period
of 6 years, with the interest rate set on the money market. (5) 60% of the inter-
est that matures between March 2002 and March 2005 will be capitalized. 
As a result of the Agreement, the annual debt payment to the Paris Club
will be limited to 30 million USD in 2002, 50-60 million USD in the period
2003-2004, and under 100 million USD subsequently. Without the Agreement,
the payment of the debt to the Paris Club would exceed 250-300 million USD
in the period 2003-2004 (Houston terms, i.e. no reduction of the debt). 
If all commercial credits were reprogrammed under terms similar to the
ones agreed with the Paris Club, the total payment of the foreign debt would
be about 320 and 440 million USD in 2002 and 2003 respectively. Under the
Houston terms, the total payment would be 751 million USD in 2002 and 958
million USD in 2003. 
The amount saved in debt servicing would be huge, reaching 5-6% of GDP
already in 2002. This means significant relief to taxpayers and enterprises,
opening the possibilities for tax reduction and larger social and infrastructure
spending. It would also enable the enterprises which are heavily in debt to
survive and develop.
Not only will the reduction of the debt improve the situation in the pub-
lic sector, but it is also the most significant prerequisite for private invest-
ments. It is more likely that private investors will invest if the potential tax
burden in the future is not to be increased due to the payments on foreign
debt. In other words, the reduction of foreign debt diminishes the econom-
ic risks for private investors giving them the opportunity to invest in
Yugoslavia. However, there is still a certain political risk and a lacking in the
legal framework for private economic activity that stand as significant obsta-
cles for investments in private sector.
Consequently, the reduction of the foreign debt itself is not sufficient for
the growth of salaries, income and employment in the FRY. It is necessary to
carry out economic reforms in order to attract both domestic and foreign
investors. Unless the annual economic growth of 5% is sustained, as well as
a fast increase in exports in the coming years, the FRY will not be able to
service its debt on regular basis and will enter into a new balance of pay-
ments and debt crisis. This would inevitably limit private investments and
halt growth, causing a further decrease in living standard, as well. In other
words, the reduction of the debt gives the reforms an opportunity to be suc-
cessful, but the success is not guaranteed without political contributions to
that success.
Imagine the following situation: if it had not been for the reduction of the
debt by the Paris Club, and hopefully by the other creditors, the total GDP
growth projected for 2002, 2003 and most likely for the forthcoming years
would have been used for the regular servicing of the debt. What would be
the stimulus for continuation of the reforms under such circumstances?
A total debt 
reduction of 66%
Relieving tax-payers
and enterprises
But macroeconomic
stability will 
deteriorate without
microeconomic
reform
* The author is an adviser to the Governor of the National Bank of Yugoslavia, and a director of the working group for negotia-
tions with the Paris and London Clubs of creditors. The author is neither a G17 Plus member nor does G17 Institute employ him.
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The Law on Employment
The efficiency of the national economy is an extension of the efficiency of
individual enterprises, shops, public service institutions (education, health
care, culture, etc.), and state bodies. A working environment with the appro-
priate legal regulations and immanent institutions is extremely important for
the efficiency in their work. Consequently, the transitional reforms can not
be imagined without changes to laws and institutions.
Inefficiency in the formerly state-owned and socially-owned enterprises in
Serbia in the previous decades resulted from the inadequate ownership envi-
ronment. Social ownership was the basis for legal regulations in the econo-
my. The laws and accompanying regulations on employment are the most
important in that sense, because they regulate the relations between the main
factors of production: 
(1) Labor, encompassing the knowledge, skills and devotion of the    employ-
ees, and
(2) The organizers of the working process which is based on social – own-
erless capital
With such, in an economic sense, an unnatural relation, neither of the par-
ticipants in the working process was motivated to increase productivity. Even
when they did not really work, the employees were receiving salaries, and
the management did not have responsibility for failures or for not realizing
the potential volume of production and services. The state encouraged this
condition through decrees and other decisions directly connected to the
enterprises, which derogated the existing laws. 
Thus, especially during the previous decade, the responsibility for social
and state capital management was completely eliminated. It enabled capital
outflow from enterprises to a small number of individuals – members of the
elite in power that were mutually connected at all levels. The employees
were quite often the pure executors of this elite’s speculative actions and
were largely unaware that they were ruining the basis of their own work and
earning.
The Need for a Natural Replacement
Everything mentioned so far unambiguously lead to the conclusion that
reform of the legislation on employment is the main segment of the current
process of reforms in Serbia. It was right to start from the Law on
Employment, which recently was sent in the form of a Government law pro-
posal to the Parliament for adoption. It is important to stress that the sug-
gestions in this commentary are based on the results of many studies on the
way the labor market in Serbia functions.
The conception of the proposed Law on employment is characterized by
three main problems:
1. Breaking with the past;
2. Creation of a market-oriented environment;
3. Serving as a basis for the creation and realization of a national policy on
the labor market.
The first question refers to freeing enterprises from social functions. In our
estimation, in Serbia without Kosovo and Metohija, there are over 650,000
"hidden" unemployed persons in the formerly socially-owned enterprises.
The main condition for restructuring these enterprises is an efficient solution
to the problem of redundant labor that has been cumulated for years. 
Liberalization of the
labor market is key
to the success of
industrial 
restructuring
Reform must begin
with legislation
This is possible only through liberalization of the labor market with the
application of active and passive measures of labor market policy. According
to these standards, the proposed solutions for the transition period are good.
The market-oriented environment is a basic premise for:
1. Motivating entrepreneurship;
2. Inflow of foreign investments;
3. Social dialogue set on "healthy" foundations.
The encouragement of entrepreneurship provides new jobs and affects the
rise in employment. The establishment of new private enterprises as the
result of the encouragement of entrepreneurship is a basic condition for
restructuring the current labor market in Serbia, together with active mea-
sures of the labor market policy.
In the previous period a great number of the formally employed were on
so-called paid-leave and lost touch with their original profession. For some
of these employees it is necessary to revise old and gain new knowledge, in
order to take new jobs or to prepare themselves for self-employment. On the
other hand, there is a need for a natural replacement, considering that among
the employed in Serbia, only 4% are young people of 15-24, while the share
of this age group among the unemployed is 35%.
The Opportunity to Choose an Employer
New profitable programs require flexibility of labor in every sense, includ-
ing the possibility to choose employment. It is necessary for employees to
have the possibility to choose the employer, as well. With its liberalization,
the Serbian labor market will come closer to the labor markets in developed
European countries, which should attract investors from these countries, as
well as investors from other countries in the world to invest and create new
employment opportunities in Serbia. 
The new Law on employment enables the establishment and implementa-
tion of a real social dialogue among the relevant partners in the labor mar-
ket:
1. The trade unions as the representatives of the employees;
2. The unions of employers, and
3. The state.
This includes all possible requests from any partner under the new liber-
alized conditions, as well as resolving the problem of redundancies in the
process of restructuring the existing inefficient socially-owned or state-owned
enterprises.
The main instrument of regulating the employment issue is a contract on
employment, while the collective bargaining agreement is not binding if the
employer does not sign it. In the current stage of transition in Serbia, this is
very significant, since it is the only way to achieve the differences in expres-
sion of particular knowledge and skills as an important condition for com-
petition at the labor market. 
On the whole, it might be observed that the proposal of the law on
employment is a modern one. It brings the conditions of the Serbian labor
market significantly closer to those countries with a developed market econ-
omy. It is a key law and its adoption will be a turning point in the process
of transition in Serbia confirming the true commitment for the continuation
of reforms.
Only after this law is adopted, might we expect relatively fast and efficient
reform of the real sector and the establishment of new private enterprises. It
means new employment opportunities and successful resolution of the huge
"hidden" and real unemployment.
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SMEs too do best in
liberal labor markets
Electronic Commerce and Electronic
Signatures
Electronic commerce stands for conducting business by electronic
means, through exchanging business message between the subjects of
legal traffic. As such, it exceeds the limits of contract law. Electronic
commerce is often identified with electronic trade, but they are not
synonyms. Electronic trade includes only selling and purchasing
goods and services, but not other forms of legal traffic. Electronic
commerce requires an electronic signature, i.e. the data in electronic
form, added or logically joined to other electronic data, aimed at
assuring the integrity and irreversible character of data and identifica-
tion of the signatory. 
In e-commerce, the expenses are reduced and economic activities
are improved. This is confirmed in the UN Economic Commission for
Europe study, which emphasizes that this way of conducting business
is as much as a thousand times cheaper than the classic form, aside
from being incomparably faster. This is reason enough to focus prop-
er attention on legal organization of this issue. Although Yugoslavia
was excluded from world courses, it has capacities to hold them
again, especially in e-commerce. Although it is not possible to apply
any existing solution due to the specific features of each legal system,
the experiences of other countries could facilitate the work of our
own experts, especially lawyers and economists. 
Work on Legal Regulation
Electronic commerce started spreading in the early 1990s when
commercial usage of the Internet was enabled. Legal safety of elec-
tronic commerce required normative regulation of the whole proce-
dure of electronic commerce in order to provide its reliable function-
ing and development. Regulation evolved gradually, looking first to
electronic trade, followed by electronic signatures, and finally, elec-
tronic commerce as a whole. The problems in legal regulation of elec-
tronic commerce result from the fact that it is a business area with
constant and fast changes. Further, it is generally used by people of
technical occupations, while is rather unknown to others.
In a legal sense, the main problem related to this issue is the ques-
tion of prerogatives, since the essential feature of e-commerce is that
it exceeds the borders of one state. The experts have different opin-
ions on the legal regulation of electronic commerce.  For some, legal
regulation of this issue is not needed, while others find it necessary.
Both approaches could be defended by appropriate arguments. The
facts, however, show that the economic criminal has a new form and
environment. Therefore, the electronic commerce issue might be reg-
ulated best within international organizations.
The advantages of this approach are obvious since uniformity in
regulation is achieved. The disadvantages refer to the fact that it is
hard to find a solution that suits everybody, the negotiations are long
and adopted acts are binding only to the countries that ratify the con-
vention and implement it into their internal legislation. In a 1996
report, the OSCE suggested that, with regard to the global character
of electronic commerce, states should encourage digital commerce
and create conditions for as liberal as possible legal regulations.
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The electronic 
signature is vital to 
e-commerce
States must cooperate
to regulate
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However, the liberal approach may affect the legal safety, which has
been proved in practice many times. 
The solution is found through adopting the basic texts and model-
laws on electronic commerce and electronic signatures. They are not
the subjects of ratification, but every country which wants make its
own law may use them as a pattern. The practice of model-laws is
especially wide spread in the USA. The formulations of the model-
laws are not binding, and the states are free to adjust the offered solu-
tions to the special characteristics of their own national legal systems. 
The comparative analysis shows that the most important acts in this
area were made within the UN Commission For International Trade
Law – UNCITRAL and the European Union. In 1996 UNCITRAL pre-
pared a model-law on electronic commerce, while the model-law on
electronic signatures was adopted on July 5, 2001. The laws in
Slovenia, France, Ireland and Austria are prepared in accordance with
the UNCITRAL model-law. It also influenced the regulations adopted
in Canada and the USA.
As opposed to the model-law on electronic commerce, the guide-
lines for implementation of the model-law on electronic signatures in
internal legislation have not been issued yet. The model-law is more
flexible instrument than the international contract or uniform law. In
the European Union, the issues of electronic commerce and electron-
ic signatures are regulated by the directives. (Directive no. 1999/93/CE
on common framework for electronic signatures EC Official Journal
no. L 013 of January 19, 2000; Directive no. 2000/31/CE on certain
legal aspects of the services of electronic society, especially the elec-
tronic commerce at the internal market "Directive on electronic com-
merce", EC Official Journal no. L 178 of July 17, 2000)
Work on the Law Proposal in Yugoslavia
The development of e-commerce in the FRY requires normative
regulation of this area, especially considering the preparation of its
candidacy for membership in the European Union and other interna-
tional organizations.
At the meetings held in the Yugoslav Chamber of Commerce, the
interest of the companies in electronic commerce is clear, especially
of those who have good opportunities for the export of their goods
and services. Among economic and financial subjects in the FRY, there
is an awareness of the necessity and large benefits of electronic com-
merce - it enables more economical business, easier communication
with domestic and foreign partners, and other commercial advantages
at the market. 
In August 2000, The State Bureau of Informatics initiated the cre-
ation of the Law on Electronic Commerce and Electronic Signature
(hereinafter: the Law). The former Ministry for Development, Science
and Environment accepted the initiative and on August 24 founded an
expert team for creation of the Law. The experts’ idea was to include
the public in their work through the Federal Government web pre-
sentation. 
The European Union as a Model
The FRY’s determination to join the European integration process
and its aspiration to become a part of the big European family should
be a guiding idea to the members of the expert team in creation of
The domestic demand
for e-commerce
regulation is clear
Model laws are an
excellent tool in the
absence of 
international 
regulation
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the law. The EU legal system, although very complicated on the first
glance, follows the simple logic of unification and harmonization.
Unification and harmonization in the Union are achieved through two
sources of Community law: decrees and directives. Decrees are gen-
eral legal enactments made by the community organs that unify the
issues standardized by a certain regulation. They are applied directly
in the member states without being incorporated by special internal
acts. Directives are general regulations through which the harmoniza-
tion of the member states’ legislation is achieved. The directives only
determine the objectives of future legal regulations, leaving the mem-
ber states to adopt internal laws through which those objectives will
be achieved.  Theoretically speaking, member states are free regard-
ing the way of achieving the determined objectives and contents of
the regulations themselves, thus reminiscent of model-laws. The direc-
tives adopted so far, however, leave little maneuvering space. 
The expert team was primarily inspired by the solutions in Irish and
Slovenian laws on electronic commerce, rather than by the original
text, i.e. the EU Directives. Ireland as an EU member has not adjust-
ed its law to the new EU regulation yet, and is required to do so by
January 17, 2002. Slovenia, although is in negotiations and by all indi-
cators is the country that will be first adopted into full membership in
the course of 2004, has the same obligation, not as a country-member,
but as an applicant country, thus accepting the obligation to harmo-
nize its internal legislation with EU regulations.
The Proposed Law
The Law proposal has 48 articles divided into 6 chapters. In the first
chapter (art. 1 and 2), the main terms used in the text are explained.
In the second chapter named "Electronic commerce" (art. 3 – 11) the
following issues are regulated: the basis of electronic commerce, elec-
tronic data, sending and reception of electronic messages, confirma-
tion of reception, time and place of sending and reception, and the
signing of a valid electronic contract. The third chapter deals with the
qualified electronic signature (art. 12-15), its generation and verifica-
tion. The fourth chapter deals with the Certification body (art. 16-31),
its accreditation, the contents of the certificate, validity of foreign
qualified electronic certificates, terms for issuing and suspension of
qualified electronic certificates, storage of issued qualified electronic
certificates, the responsibility of the Certification body, protection of
personal data, and resolution of disputes. The fifth chapter that stands
also as the beginning of the second part of the law deals with penal
enactments (art. 32-45), while the sixth chapter consists of the transi-
tional and final enactments (art. 46-48).
The text of the Law, after several corrections, should enter the par-
liamentary procedure, but some basic questions are still not resolved. 
Shortcomings of the Proposed Law
The Law as proposed is not consistent concerning exceptions: it
does not distinguish general exceptions and exceptions in contracts.
Especially significant is the issue of the regulation of financial trans-
actions. This is explicitly excluded from the area of the EU Directive
application, and is not incorporated in our law proposal. However,
the current legislation in the FRY (Law on financial transactions, The
But the draft law is
far from ideal
Despite EU
Directives, no
consumer protection
in the FRY draft
FRY Official Register no 24/98, 74/99, 28/00, 73/00) gives a possibili-
ty for electronic financial transactions, but lacks sufficient regulatory
acts. While the Law on electronic commerce should not regulate
financial transactions, practice demonstrates that most e-commerce
misuses occur in electronic financial transactions (e.g. credit cards,
direct account-to-account and country-to-country transfers without the
evidence of the transfer, etc) and therefore this area must be regulat-
ed with special enactments.
Our proposal deals explicitly with the qualified electronic signature
and one special chapter of the Law is dedicated to it. The title men-
tions the electronic signature (singular), although the comparative law
uses the plural form (not: electronic signature, but electronic signa-
tures), which is understandable regarding the fact that encouragement
of electronic commerce requires more modalities of an electronic sig-
nature. It looks, however, as if the electronic signature, besides the
qualified one, was included in the Law in the last moment, since it is
mentioned in two places in the proposal. But, it is still not clear in
what cases the latter could be used. 
The structure of the proposal is somehow inconsistent since some
questions are regulated in details, particularly the Certification body,
while at the same time it projects the adoption of the special act that
would regulate this matter. 
The text of the Law does not have a provision that explicitly pro-
tects the consumers’ interests, although it has been stressed several
times in the EU Directives. With regard to the wider interpretation and
the fact that the Law proposal projects the qualified electronic signa-
ture as the highest degree of security of electronic transactions, it
could mean that the widest possible protection is considered, but this
is not explicitly declared. 
Conclusion
Although a need for the law that would regulate the matter of elec-
tronic commerce and electronic transactions was observed, there was
not enough coordination in the expert team’s work when crafting the
draft in question. Since the law regulates a multidisciplinary subject,
experts of various profiles should have cooperated on the law pro-
posal. It is indisputable that the experiences of other countries that
have already passed this way are helpful, but the original EU docu-
ments should be used, as well. 
It is alarming that no one from the administration of justice partic-
ipated in the creation of this law proposal, even though judges are the
ones who are to apply the law when a dispute arises. The question is
to what extent the terms used in the Law are understandable for them,
and even more, how the court procedures will look. The area of e-
commerce and application of electronic signatures require all related
disputes to be resolved in the shortest possible period.
The story about electronic commerce is incomplete if we do not
mention the Internet criminal. A very common practice in our coun-
try is ordering goods by way of "borrowed" credit cards or their num-
bers. During the isolation period in Yugoslavia, little attention was
paid on this problem. It was not understood as a criminal act.
However, our country restored its membership in Interpol and crimi-
nal charges began to arrive, followed by inevitable unpleasant conse-
quences.
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Pension reform is
of growing
importance
Reforming the Old Age Pension & Disability
Insurance System
In light of the existing financing problems of pay-as-you-go social security pen-
sion systems (pension systems with current financing) and the greater difficulties
they will face in future as the demographic situation deteriorates, the issue of pen-
sion reform is becoming a matter of growing importance in developed countries,
developing countries and countries in transition. 
The various benefits and costs arise from the alternatives available, with the major
emphasis being on funding. Of course, there are not ready-made solutions that could
be applied in all countries with equal efficiency. A close study of the specific circum-
stances in Serbia is necessary, as well as examining if the solutions applied in similar
circumstances (e.g. Poland, Hungary, etc.) could be applied in our country, too. 
Social Security Pension System in Serbia
The social security pension system in Serbia is pay-as-you-go, i.e. a system with
current financing, where present workers through their contributions finance the
pensions of today’s pensioners, while in return they are promised the support of
future generations of workers when they grow old. The state establishes, maintains
and administers this social contract. In its initial stage, with the more favorable
demographic situation (many young people who work and a relatively small num-
ber of pensioners) such a system works very well. In the course of time, however,
the first problems arise. Unfortunately, the problems that our social security pension
system faced were cloaked by the entire situation in Serbia in the last decade. 
The most significant characteristics and problems that our pension system faces
today are the following:
1.) The great number of pensioners compared to the number of employed who pay
the contributions. It might be better formulated as the small number of employed
compared to the number of pensioners with regard to the long-term situation in our
economy. In September 2001, the ratio of active contribution payers to the number
of pension beneficiaries was 1.21 in the Old-age Pension and Disability Insurance
Fund of Employees, 2.08 in the Old-age Pension and Disability Insurance Fund of
Farmers and 5.26 in the Old-age Pension and Disability Insurance Fund of Self-
employed. Even European countries with the worst ratio of the number of the active
contribution payers to the number of pension beneficiaries (Belgium, Greece,
Portugal) and those with very liberal conditions for retirement (Belgium, Italy) do
not face such unfavorable proportions of the employed to pensioners. The more
favorable ratio in the Old-age Pension and Disability Insurance Fund of Self-
employed is owing to the fact that the Fund is in the so-called "young" stage of the
pay-as-you-go system (the beneficiaries of the Fund are self-employed persons, and
many of them initiated this kind of employment only ten years ago), and conse-
quently the Fund does not face the problems typical for "the mature" stage at pre-
sent. 
Such an unfavorable ratio of the number of active contribution payers to the num-
ber of pension beneficiaries is largely due to the policy of the former regime, in
which the pension system served as a way for resolving various social problems and
primarily the problem of unemployment (This was not the case only in our coun-
try). Such shortsighted policy did not lead to a significant increase in employment,
while on the other side it caused a large number of long-term problems. 
2.) The aforementioned is confirmed by the data on early retirement in Serbia:
the average individual age for retirement in 2000 was only 58 (61 for men and 56
for women). Persons of that age are still vital and able to continue working and pay-
ing contributions.
3.) Another feature of our pension system is that the disability and survivor’s pen-
sioners have a proportionally high share in the total number of pensioners. In July
2001, the share of disability pensioners in the Old-age Pension and Disability
Insurance Fund of Employees was 31.6% and in the Old-age Pension and Disability
Insurance Fund of Self-employed 35.5%, whereas in December 2000 in the Old-age
Pension and Disability Insurance Fund of Farmers it was 4.33%. The share of sur-
vivor’s pensioners in total number of pensioners is also high, reaching 25% in the
Old-age Pension and Disability Insurance Fund of Employees, 28.8% in the Old-age
Pension and Disability Insurance Fund of Self-employed in July 2001, and 8.4% in
the Old-age Pension and Disability Insurance Fund of Farmers in December 2000. 
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4.) The ratio of the average pension to the average net wage is very high, ranging
from 1 in 1997 to 0.75 in the first nine months of 2001. For the old-age pensions,
this ratio is even more unfavorable, varying from 1.2 in 1997 to 0.98 in the first nine
months of 2001.
5.) Despite such an unfavorable proportion between pensions and wages, the
value of the pensions is very low, often being at the level of the existential minimum
or even under it. Distribution of the number of pension recipients according to the
value of pension in September shows that about 59% of pension beneficiaries of the
Old-age Pension and Disability Insurance Fund of Employees received a pension of
4,727 dinars (DEM 155). 
In the period 1997-2000, average nominal and real pensions were maintained at
a level of 1000 dinars or 98 DEM (calculated according to the rate of exchange set
at the market), with some monthly variations. The former regime had kept the pen-
sions at a very low level by deliberately avoiding wage-indexing the value of the
pension (which should have been enacted under the Law) and by being late in pay-
ments (more than two pensions per year). Implementation of the principle of regu-
lar pension payment and adjustment in the pension value led to a significant increase
in the nominal and real pension as compared to the relatively slower increase in
costs of living in the previous months of 2001. 
6.) The contribution rates were very high in the previous period. (Prior to its
reduction to 19.6% in June, the contribution rate was 32% - one half was paid by the
employer and the other half by the employee). Such high rates could not solve the
problem of financing pensions. Namely, they have the complete opposite conse-
quence: they encouraged the evasion of contributions and further overburden wages
of those employed in the regular economy. The current contribution rate of 19.6%,
however, is not enough for full financing of the pensions. The deficit reaches
approximately 2.1 billion dinars per month, or 33% of funds for full financing of the
pensions (or 2.3 billion dinars if we consider 33,000 pensioners on the territory of
Kosovo and Metohija who are paid pensions, while the state does not collect con-
tributions there).1 Such a trend will continue in the upcoming period, so that the
shortage of sources in January 2002 will be about 2.4 billion dinars, or 34% (2.5 bil-
lions including the pensioners from Kosovo and Metohija), while it will reach 3.8 bil-
lion dinars or about 37% (4.1 billions including the pensioners from Kosovo and
Metohija) by the end of 2002. The Government deliberately decreased the old-age
pensions and disability insurance contributions in order to unburden the economy
and to reduce evasion of contributions. The lack in funds will be covered from the
budget until an increased level of salaries and greater efficiency in collecting contri-
butions is achieved. The efficiency in contribution collection has been increased in
the last few months, although about 3 billion dinars of the contributions for the first
six months of 2001 have not been collected yet.
7.) The mortality rate of pensioners in Serbia shows an inclining tendency. The
number of suspended pensions due to the death of recipients was up by 25% in 2000
compared to 1994. 
1 Including the spending necessary for functioning of the funds.
Cost-of-Living Index, Nominal and Real Pensions
0
500
1,000
1,500
2,000
2,500
3,000
Index
Cost-of-living index
0
500
1,000
1,500
2,000
2,500
3,000
3,500
4,000
4,500
5,000
Din
Real pension
Average paid monthly pensions
JulJan
01
JulJan
00
JulJan
99
JulJan
98
JulJan
97
Average real pensions
were up in 2001
…but so were
mortality rates
among pensioners
Macroeconomic Review November 2001 11
In Table 1 it might be observed that the effects of two amendments to the Law
from 1992 and 1996 (which caused an increase in the number of pensioners) are
exhausted at present, and a declining tendency in the number of suspensions due
to the death of recipients in relation to the number of new pensioners should be
expected, partly owing to the potential increase in living standard and extension of
life expectancy.
8.) The old-age pension reception period averages 14 years for men and 15 years
for women. Old-age pensioners live to approximately 72.6 years (men 73 and
women 71 in 2001). The pensioners in Serbia enjoy their pensions for a relatively
short period compared to the other, especially developed countries. 
9.) The deficit that all three funds for pension insurance have faced for several
years is also an important issue. The relatively highest deficit exists in the Old-age
Pension and Disability Insurance Fund of Farmers (the share of deficit in total fund
spending was 49.4% in 1997 and 9.76% in the first semester of 2001). In the Old-age
Pension and Disability Insurance Fund of Employees, the share of deficit in fund
spending was 27.8% and 11.9%, while in the Old-age Pension and Disability
Insurance Fund of Self-employed it was 14.1% in 1997 and 7.3% in the first semes-
ter of 2001.
The share of deficit was significantly reduced in all three funds by the 1998 Law
on provision of sources for social programs, which provided additional sources for
pension and disability insurance and other social needs. The deficit was also reduced
through reduced spending due to late payments, avoidance of the adjustment and
growth in the number of permanent pension suspensions. The funds collected by
enforcement of the law in 2001 have been included in the budget and used for sub-
sidizing the funds of pension and disability insurance. In the structure of income of
the Fund of Employees, those funds participated with 12.1% in 1997, while today it
reaches 16.24%. The share of these funds in income of the Fund of Farmers is even
more significant: 20% in 1997, as compared to even 39.77% in 2001. The share of the
additional funds in GDP ranged from 1.42% in 1997, and 2.7% in 1998, to about 1.6%
in 2001. 
On the following graphic it may be seen that net pensions stand as the biggest
item in the structure of expenditures in all three funds, reaching 16.61% of GDP in
1997, and about 10.9% of GDP in 2001. The contributions for the health insurance
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Year New Permanent suspensions (2) Number of deceased
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1994 73,776 40,586 10,793 51,379 55
1995 88,510 39,082 8,614 47,696 44
1996 93,443 44,029 4,442 48,471 47
1997 81,936 42,027 3,308 45,335 51
1998 65,350 48,313 8,874 57,187 74
1999 71,190 49,566 8,700 58,266 70
2000 63,658 50,911 11,943 62,854 80
Table 1.
Source: Republic Old-age Pension and Disability Insurance of Employees
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of pensioners in all three funds make 0.96% of GDP in 1997 and 0.7% of GDP in
2001. The large gap between expenditures for pensions and total expenditures is
caused by other spending necessary for the fund’s functioning, dominated by the
share of extraordinary and so-called "non-business" expenditures, reaching 3.8% of
GDP in 1997, even 4.68% of GDP in 1998 and about 2.4% of GDP in 2001.
The Experience of Countries in Transition
In post-communist Europe, PAYG systems suffered a series of shocks in the 1990s
due to the transition process to a market economy. The decrease in economic activ-
ity resulted in a decrease of contributions for old-age pension and disability insur-
ance, while unemployment and the shadow economy were growing. Besides, pen-
sion systems in post-communist countries were often used to ease the adaptation of
the labor market through early retirement of older workers. This resulted in growth
of the implicit public debt (the present net value of the promised pensions that are
owed to the current pensioners and workers due to their participation in the old sys-
tem) for pensions that threatens to destabilize the current systems. In the post-com-
munist countries, the elderly support ratio (the ratio of the number of pensioners to
the number contribution-payers) suddenly increased in the course of transition. 
The governments were trying to adapt in various ways. In some countries (i.e.
Poland, Latvia, Bulgaria, Slovakia), the governments were raising the contribution
rates so as to finance the growing expenditures for pensions. In others (Hungary,
the Czech Republic, Croatia), the governments controlled the expenditures through
systematic or ad hoc distribution of the pensions. In some countries (Kazakhstan,
Romania, Russia), they maintained the same level of the pension expenditure
through significantly late payments. 
In the mid and late 1990s, most CEE countries undertook major pension reforms;
but the pace of decision making and implementation has differed markedly from
country to country. In some countries, legislation has been approved and is now
being implemented (e.g. Hungary, Poland and Latvia); while in others the debate is
still underway (e.g. Slovakia, Ukraine). The reforms aim not only at reducing system
dependency ratios, but also at adapting some of the pre-transition design features to
new economic and political conditions. In all cases, this has meant a move away
from universal redistributive policies toward systems in which benefits are more indi-
vidualized and earnings related. In many countries reform has also entailed a shift
toward greater reliance on the private sector for pension provision. The result is a
growing differentiation both within and among countries in the extent of protection
provided. 
The options for pension reform open to CEE countries are shaped by the char-
acteristics of the pension systems they inherited, the impact of economic and policy
changes on these systems during the early years of the transition, and the likely influ-
ence of demographic developments in coming years. 
CEE countries have taken different approaches to pension restructuring and are
proceeding at different paces, a situation which allows those at earlier stages to ben-
efit from the experience of others that have moved further in implementation of
reforms.
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From a chronological perspective, the earliest changes separated social security
from the state budget and provided separate financing or accounting for the various
types of benefits. All countries now have a pension budget, account, or fund which
is distinct from the state budget or segregated within it. In addition, several coun-
tries, including Hungary and the Czech Republic, took early action to establish vol-
untary supplemental pension schemes. These were intended to encourage self-
reliance in old age, as well as to provide long-term investment capital. In general, it
appears that membership in these schemes have fallen short of original expectations
and, in some cases, attracted only a low level of savings by members. 
The remaining reform measures fall into two broad categories: adjustment in the
basic parameters of existing public schemes and establishment of new private
arrangements for pension provision. Virtually all countries are pursuing the first
approach, public scheme restructuring. The reforms underway include increasing
national retirement ages, reducing redistribution and rates of wage replacement in
benefit formulas, curtailing benefits to privileged categories of workers or providing
a separate sources of financing for them, and strengthening procedures for collect-
ing contributions.
One of the first measures is increasing the national retirement ages as it has been
gradually enacted, ranging from 2 to 3 years for men and 3-6 years for women (Table
2). Most of these new statutes are the result of political compromise, with larger
increases proposed initially and reduced through a process of negotiations with
trade unions and, in some cases, employers. In several countries (e.g. Poland,
Slovenia) equalization of the retirement age between men and women was initially
proposed, but then rejected. In some countries, a second round of increases is under
Country WomenCurrent law Men
Albania
Croatia
Czech Republic
Estonia
Hungary
Latvia
Lithuania
Macedonia
Poland
Romania
Slovak Republic
Slovenia
55 with 35 years of service; 50 with 30 years
of service and six children; partial pension
with 20-35 years
Increasing to 60 with 15 years of work by
2007. Anticipatory pension increasing to age
55 with 30 years of work.
53-57, depending on no. of children, increas-
ing to 57-61 at a rate of 4 mos. per year
between 1996 and 2007
57.5 increasing to 63 in 2016
57, increasing to 62 in 2009
Increasing from 57 to 62 in increments of six
mos. per year
57, increasing in steps of 4 mos. per year to
60 in 2009
Will become 62 (31/12/07) with 15 years
of work. Transition period till 2005 during
which workers can retire with 30 years of
work (no minimum gage) if more beneficial
60 with 20 years of service. Early retirement
being phased out. 
Increasing from 57 (early retirement at 55)
to 60 by 2013.
Normal retirement age is 53-56, depending on
no. of children raised, with 25 years of service.
Increasing from 53-58 to 58-61 for full retire-
ment with a 38-year qualifying period, mini-
mum retirement age 58.
1995
1998
1995
1998 (in force 2000)
1997
2000
1994
2000
1998
2000
1988
2000
60 with 35 years of service; partial pension
with 20-35 years
Increasing to 65 with 15 years of work by
2007. Anticipatory pension increasing to
age 60 with 35 years of work
Increasing from 60 to 62 with 25 years of
service, at a rate of 2 mos. per year
between 1996-2006
62.5 increasing to 63 in2001
62
Increasing from 60 to 62 in increments of 6
mos. per year
61, increasing in increments of 2 mos. Per
year to 62.5 in 2009
Will become 64 (31/12/01) with 15 years
of work. Transition period till 2005 during
which workers can retire with 35 years of
work (no min. age) if more beneficial
65 with 25 years of service. Early retirement
being phased out
Increasing from 62 (with early retirement at
60) to 65 by 2013
Normal retiring age is60; for selected pro-
fessions, 55-58 with 25 years of service
Increasing from 61 to 63 for full retirement,
with 40 years qualifying period, minimum
retirement age 58
Table 2
Source: Pension Reform in Central and Eastern Europe: An Update on the Restructuring of National Pension Schemes in
Selected Countries, ILO-CEET, Report No. 25 (2000), p. 13
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discussion (i.e. Czech Republic) or has been enacted (i.e. Latvia) as a means of
addressing the expected aging of the population. 
The second category of reforms, new private pension arrangements, differs from
the approach to privatization taken in some Latin American countries where public
schemes were fully replaced. Here the objective in most countries is to structure
mixed pension systems under which future retirees will receive benefits from two
sources, the public scheme and a second mandatory tier consisting of commercial-
ly-managed individual savings accounts. This arrangement eliminates the pooling of
risk and redistribution of income with respect to savings invested in the second tier,
providing workers with a simple return on their contributions, plus investment
income reduced by the administrative costs. The employees are given the possibili-
ty to choose the company that will manage their contributions and the right for occa-
sional transfer of funds to another company. Thus the government’s role is basical-
ly changed – it is not in charge of pension provision any more, but only regulates
the operations of the private pension companies that make up the second pillar. The
mandatory private pillar was established in Hungary in 1998, and in Poland in 1999. 
Since these reforms have been implemented recently, it is hard to make any definite
conclusions, but several trends can be observed. In general, the analysis shows that:
1. The transitional costs of moving from PAYG financing to pre-funding of pensions
are turning out to be higher than projected in both Hungary and Poland, due
primarily to larger than expected numbers of workers opting for private pen-
sions. In the range of 0.5-1.2 % of GDP per year, these transitional costs pose a
heavy fiscal burden. Those countries face the problem of high transitional costs
since they have to make reserves for the new funded pillar, while at the same
time they have to fulfill the existing PAYG pension obligations. In CEE countries
it is very hard to make reserves since the contribution rates are already too high
relative to the other parts of the world. The countries that tend to be competi-
tive internationally are under the pressure to reduce those rates or at least to sta-
bilize them.  Consequently, the problem of the transitional costs must be
resolved in other ways.
2. The political and economic environments in which pension reform is carried out
are volatile in most CEE countries, due to small and newly established markets
and frequent changes in government. The former is leading private pension
managers to invest high levels of worker savings in public, as opposed to pri-
vate, securities, while the latter is leading to mid-course revision in reform poli-
cies. The lack of continuity is most problematic with respect to radical reforms
which must be put in place over a period of years. 
3. Key issues related to the structure of private benefit payments are as yet unre-
solved in both Hungary and Poland. The governments in both countries were
more concentrated on putting the new private system on the firm footage, fur-
ther postponing to resolve the pension related issues. The most significant ques-
tion in Hungary is how to adjust pensions with the inflation growth. Under the
law, the adjustment must be proportional to the annual changes in wages and
prices. While the Government can guarantee such protection, it is not clear how
the private funds arrange the indexation. These uncertainties left current work-
ers in both countries without knowledge needed to make an informed choice
of whether to join a new private supplement scheme or not
4. The variety of reform measures being pursued across the region is increasingly
diverse. While several countries are planning radical reforms along similar lines
with Hungary and Poland, others, i.e. the Czech Republic, Estonia and Slovenia
are restructuring their public pay-as-you-go schemes without establishing a
mandatory private pillar. A key consideration for those governments which have
taken the latter approach is the fiscal burden of high transition costs
5. Social dialogue on pension reform is limited in most CEE countries, and tripar-
tite consensus is not often achieved. This is due in part to the lack of tradition
for such dialogue, to some governments’ failure to recognize the need for it, and
to limited experience on the part of workers and employers in fulfilling their
roles. The degree of consensus achieved in Poland stands out in demonstrating
that support by the social partners can help to provide stability for reform leg-
islation, keeping it on track despite changes in government. 
A Proposal of Reform Measures
Pension system reform in Serbia is necessary. With regard to its design, the fol-
lowing actions could be carried out:
1. Reduce the number of new pensioners through:
The choice of reform
measures depends on
local conditions 
Social Dialogue –
difficult but
necessary
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•Reducing the benefits of the early retirement for particular occupations. The
benefited years of service should be kept only in cases when the employee
is no longer able to do any kind of work (e.g. miners). It should not be
applied when the employee is not able to do his or her initial work, but still
has a certain degree of working ability (e.g. ballet dancers). 
•Limiting the misuse of the disability insurance.
•Rising the standard retirement age (e.g. to raise gradually the standard retire-
ment age in concordance with the increase in life expectancy at birth). Some
actors of the social consensus might disagree with this measure. The most vul-
nerable group is employees who are to reach the retirement age soon, which
might be an obstacle for further implementation of the reform, as it was the
case with some CEE countries. Therefore, raising the standard retirement age
must be carried out gradually, paying special attention to not affect the rights
of employees who almost accomplished the formerly required years of ser-
vice. Thus, potential tensions would be avoided and the negative impact on
age-structure of the employed reduced, but at the same time it would dimin-
ish the expected positive effects. 
•Enabling those who achieved the right to retire to continue working in agree-
ment with the employer. 
2. Lessen the average pension amount, directly or indirectly through:
•Gradually equalizing the position of men and women in terms of the condi-
tions for retirement and the value of pension. 
•Change the accounting method. Namely, calculation of the pension value
should be based on the wages earned during all years of service, and not as
it is now calculated on the 10 best years. Pensions should be related to the
pension insurance contribution that the employee has paid during his years
of service, instead of the current system where pensions are related to the
wages. This new system is better in an actuary sense and increases the
employees’ interest in paying contributions. The employees are interested in
the value of their wages during all years of service, not only in a ten-year peri-
od, thus reducing the inclination for out-of-wage payments. 
3. Enable all interested persons to have voluntary pension insurance, regardless
of if they are formally employed. 
Most of the suggested solutions might have medium-term effects, but will not
solve the essential problem. Therefore, a deeper reform of the pension system is
necessary. Reform can keep the current PAYG system (with suggested changes), but
with a trend toward reducing its participation in favor of pre-funding (state and pri-
vate). At a lower level, the PAYG system may serve for the redistribution of income
and prevention of poverty in old age, while income from pre-funding will allow indi-
viduals a chance to maintain the living standard they had before retirement. Another
important purpose of pre-funding in transition countries is the establishment of an
institutional framework for fast growth in savings and for strengthening financial and
capital markets. 
In all CEE countries where the process of pension system reform is underway,
even in those in the late stages of reform (Poland, Hungary), there is an evident lack
of information and knowledge among the wider public. The transparency of the
reforms and education of the population in Serbia is an even more significant issue
for several reasons. Firstly, due to the negative experience with privatization from
the beginning of the transition process, old hard currency savings and pyramid
banks. Secondly, it is very hard to carry out reforms without consensus, which can-
not be reached if the main actors of the consensus are not sufficiently informed and
if there is space for speculation. According to the experiences of some countries
(Poland, Kazakhstan, Hungary), the greater the number of actors included in first
stages of decision-making and negotiating, the more optimal the agreement in imple-
mentation, as well as the greater the sustainability of reforms through the course of
changes in government. 
Each pension system model has particular effects on the safety of income at
retirement, financial issues of the system, on the labor market and the capital mar-
ket. The reform affects all categories of the population and has long-term effects.
Therefore, it is a very delicate process that should be initiated as soon as possible,
but only after precise estimation of the costs and benefits of different alternatives.
Open and
participatory
processes produce
superior and more
sustainable
outcomes
The new market
environment will
demand deeper
reform over time
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Prices
Retail prices in Serbia were up 2.6% in October. With the increase in October, the total
retail prices increase in 2001 reached 36.3%. Although the price of services rose at a faster
rate in October, reaching 2.9% at the end of the month, total retail price growth resulted from
the increase in prices of both goods and services. The highest increase in prices is registered
in the price of public utilities, and was mostly influenced by the increase in the price of heat-
ing. As for industrial producer prices, the highest increase was registered in industrial non-
food products, due to the increase in the price of electric power for households. The aver-
age increase in the price of electric power in October was 11.8%.
Since July the annual inflation rate, standing as the sum of the inflation rates in 12
months, has shown a declining tendency. Total inflation measured by the level of prices year-
on-year is 65.5%, while total inflation measured by the total retail price increase for the first
ten months of this year was quite high at 108.9% relative to the same period last year.
However, the gradual correction of artificial price disparity in 2001 contributed to the reduc-
tion of huge differences in annual inflationary indicators that were inherited from the former
period.  
At the beginning of the last trimester, the cost of living increased faster than retail prices.
With the monthly rate of 2.9% in October, total cost-of-living growth rate for the first ten
months was 41.9%. The growth in costs of living in October was mostly influenced by an
increase in the price of public utilities (due to correction in prices of fuel and street and
building light), a seasonal increase in the price of footwear and clothing and an increase in
the price of food products. Due to the mentioned increase in prices, the price of services
that are part of the costs of living showed faster growth in October and reached the figure
of 4.4%, while the price of goods in the same month were up 2.7% on average. 
The dynamics of growth in industrial producer prices continued in October. Industrial
producer prices were up 2.1% on average compared to the previous month. The long-term
growth rate in industrial producer prices is faster than the long-term growth rate in retail
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prices. Such dynamics indicate that industrial production is not competitive even on the
domestic market due to high costs, and even more so on the foreign market. High domes-
tic industrial dependence on import, the experience of earlier devaluations, as well as a very
low degree of producer productivity and efficiency suggest that noticeable depreciation
would lead to rising inflation, but not to a significant improvement in competitiveness.
Therefore, the solution for increasing exports should not be sought in depreciation of the
foreign currency exchange rate, but, above all, in the improvement of performance in indus-
trial production. 
According to the price dynamics in this year, at the beginning of the last trimester we
may conclude that the market itself regulates the majority of prices of goods and services.
Most prices were liberalized after October 2000. The prices of public utilities and power
sources are gradually being liberalized. By reaching an economic price for electric power,
which is expected in April 2002, and a more realistic price for public utilities (including the
price of public town and suburban transportation), only a minor share of prices will still be
under control. Thus, price formation in the upcoming period will largely depend on eco-
nomic factors.
Wages
The average net October wage in Serbia (without working-hours meal allowance, annual
leave contribution, field and other allowances) was 6,553 dinars (215 DM) applying the
accounting method effective until June 1, or 7,408 dinars (243 DM) according to the new
accounting methodology. The average gross wage in Serbia in October was 10,647 dinars or
349 DM. The average net income expressed in DM has grown by 7.4% compared to the pre-
vious month. The difference between the average net income expressed by the current and
by the previous methodology, was 13% this month.
After a slowing in the average net wage growth in September (according to the previous
methodology), the average income in October displayed a real increase of 2.6%. The aver-
age wage in October showed a real increase of 37.8% year-on-year, while the average wage
for the first ten months of 2001 was up by 12.6% in relation to the same period last year. 
Since the beginning of the year, nominal net wages in Serbia showed an average month-
ly growth rate of 4.9%, while the cost of living was up by 3.6% per month, an average real net
wage increase of 1.3% per month.
According to data of Republic Payment and Settlement Bureau, a total of 68.2 billion
dinars were paid to the population, nominal growth of 17% month-on-month.  At the same
time, the total sum of 36 billion dinars was collected from the population, or 50% more com-
pared to September. The growth of income in October was significantly influenced by the
sum received in terms of realized goods and services, as well as tax, duty and contributions
collections.
Nominal revenues from the population significantly increased in October, thus lowering
the discrepancy between the total payments made to the population and the payment col-
lected from the population. The gap between the total income and revenues of the popula-
tion, having started to increase significantly since May, partly resulted from the fact that pay-
ments and collections from the population have different sources of financing. 
Industrial production
Industrial production in the FRY was up 10.4% in October month-on-month. Production
rose equally in Serbia and Montenegro. Although the rise in expressed in percent terms seems
satisfactory, the deseasonalized index shows a drop compared to September.
The industrial production index was up 18% year-on-year in the FRY; in Montenegro, it
showed a 10.1% drop, while in Serbia it rose by 20.2%. In Central Serbia, industrial production
growth was 11.5%, and in Vojvodina it was up 37.7%.
Although the production in October was higher year-on-year, total industrial production for
the first ten months this year is 1.4% down compared to the same period last year. On the same
basis, it dropped 1.7% in Montenegro and 1.4% in Serbia. It is remarkable, though, that, while
in Central Serbia production decreased by 6.1%, in Vojvodina it increased by 9.3%. This situa-
tion characterizes not only this month, but several previous months, as well.
The most significant conclusion is that growth measured in Serbia is mostly due to the above
average growth in Vojvodina. This growth largely owes to the sector with the highest share in
FRY industry – light industry. Comparing industrial production of this and the previous year,
of 23 light industry branches in Vojvodina, 15 branches display growth, while in Serbia it was
present only in seven branches. According to the experiences of countries in transition, the
regions that are geographically closer to the countries of Western Europe show faster devel-
opment compared to other regions. It might be a hint that transitional stratification has started
in our country, too. It would be advisable that the creators of the economic policy carefully
watch regional dynamics in the upcoming period, providing for as equal as possible develop-
ment in Serbia.
Real wages average
1.3% monthly
growth 
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The structure of employment shows the inflexibility of the labor market. The fluctuation
(direct transfer from post to post) in Serbia in 2000 and 2001 is about 30% of the newly
employed on average, while the remaining 70% of newly employed are the unemployed per-
sons who were registered at the Bureau of the Labor Market. According to the experiences
of countries further ahead in the process of transition, it is expected that the fluctuation share
(direct transfer form post to post) in the total number of newly employed will increase in the
course of structural reforms, privatization and inflow of foreign investments. More stringent
criteria in the system of pecuniary compensations are expected to decrease the registered
unemployed.
Foreign exchange
According to preliminary data for the first ten months of this year, commodity exports are
valued at 1.4 billion USD, which is up 6.5% compared to the same period last year. Comparing
exports in October 2000 and October 2001, exports increased by more than 20%. The increase
in imports, however, is still markedly higher; from the beginning of year commodity imports
are valued at 3 billion USD, which is up 19% year-on-year.
The FRY foreign trade deficit for the first ten months is 2.4 billion USD. This is in accor-
dance with projections from the beginning of the year, which anticipated that the deficit in
commodity trade would reach 2.5 billion USD by the end of year. 
Export of agricultural products is slowly recovering from the effects of last year’s drought.
The export of grains, although down 50% from the first ten months of last year, started to
increase in October relative to the previous months of this year. Since this year’s crop of wheat
is up by 33% and the maize crop doubled last year’s yield, the balance in trade with grains
should significantly improve in the course of next year, regarding the current deficit of over 15
million USD. (For example, in the same period last year, we had a surplus in trade with grain
and grain products of about 45 million USD).  
The exports of beverages and tobacco are at approximately the same level as in last year
(10 million USD), while the import of these products is almost doubled (77 million USD). The
increase in exports of these products resulted primarily from more a restrictive regime to con-
trol tobacco products’ turnover increasing the amount of goods that are legally registered. At
this point, it is interesting to mention the draft of the Law on modifications and supplements
to the Customs Law and International Transactions Law. The proposed solutions, among other
things, predict issuing licenses for the import of tobacco and tobacco products, as well as a
strict regime for monitoring vehicles that transport these products across our country.  Such
solutions should contribute to the transfer of exported cigarettes turnover into legal channels,
meaning a further increase in officially registered import of these products.  
The successful agreement with the Paris Club of creditors is the most important step toward
regulation of the relations between Yugoslavia and international creditors, establishment of
conditions for foreign investments, and long-term economic growth. As for the membership in
other international organizations, an application for membership was submitted to the World
Trade Organization in January 2001 and a working group on this was formed in February. The
creation of a Memorandum on the foreign trade regime is in progress and should be submit-
ted at the beginning of 2002. The procedure for joining the WTO is long and detailed, requir-
ing harmonization of legislation and numerous bilateral and multilateral talks. The work on a
new Law on foreign investments, which is to be adopted at the federal level, is in progress, as
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well as a Public Acquisition Law, which should be adopted at the Republic level. By submit-
ting the Memorandum, we will come closer to Bosnia & Herzegovina and Macedonia. They
applied for membership much earlier, but have submitted the Memoranda only this year. The
other two republics of the former Yugoslavia are already WTO members, Slovenia as a founder
and Croatia since November of 2000.
Nominal depreciation of the foreign currency exchange rate continues, but, considering the
faster growth in retail prices, a real appreciation is in progress. Under normal conditions,
appreciation of the real foreign currency exchange rate should result in an increase of import,
decrease of export and further increase of the foreign trade deficit. Real foreign currency
depreciation should have opposite effects, i.e. reduction of the commodity deficit or an
increase of surplus. The table shows the course of real foreign currency exchange rate, com-
modity exports and foreign trade deficit (deflated by the U.S.A. producers price index in order
to present comparable values). In many periods of time, the course of imports and deficit in
relation to the real exchange rate does not correspond as expected. In our country other fac-
tors have a more significant impact on the course of foreign exchange and competitiveness of
domestic producers than the course of the real exchange rate. Examination of the mutual rela-
tions of the observed values, however, requires more complex analysis.
Monetary and Fiscal Policy
The money supply increased from 52.623 billion dinars at the end of September to 56.396
billion dinars at the end of October, which represents growth of 7.17%. The primary issue was
based on crediting the budget of the Republic of Serbia in the amount of 500 million dinars,
foreign exchange transactions in the amount of 378 million dinars, as well as on the basis of
a reduction of the bonds issued by NBY in the amount of 443 million dinars. 
In October, there was a considerable increase in the gross collection of public revenues
(35.501 billion dinars were collected in October, while in September it was 29.596 billion
dinars). The increase in the revenues of the budget and other users is particularly significant.
It increased from 18.406 to 23.155 billion dinars, growth of 25.8%. This growth is mostly due
to the growth of industrial production (which results in tax basis growth), initiation of extra-
profit tax collection, firmer financial discipline and reduction of the shadow economy (e.g.
excise duty revenue is up from 2.75 to 3.10 billion dinars). 
The number of illiquid companies and their liabilities increased again at the end of October.
After implementing the program of the regulation of internal debt at the end of September, the
liabilities of illiquid entities were 35.31 billion dinars, but reached 74.73 billion dinars by the
end of October, pointing to the seriousness of this problem. The main cause of chronic illiq-
uidity lies in the unprofitable work of a large share of the economy.  Without significant
restructuring of these companies, the problem cannot be solved. Such high levels of illiquidi-
ty not only affect normal functioning of the economy, but also imposes pressure on interest
rates, preventing their reduction. 
The interest rate on short-term securities at the Belgrade exchange was down to 4.17% in
October (it was 4.32% in September). This drop was influenced by a September 29 reduction
in the discount rate. 
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